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LEGAL DIVISION

Mary Amn Shulman, Esq SBN 190164
45 Frcmont Street, 21 Floor

San Francisco, California 941035
Telephone: 41575384133
Facsimile: ' 415/904-5490

Attorneys for the
California Department oi‘ Insurance

. CALJFORNIA DEPARTMENT OF INSURANCE

BEFORE THE INSURANCE COMMISSIONER
OF THE STATE OF CALIFORNIA
-SAN FRANCISCO

Tn the Matter of the Certificate of Authority

-of:

HEALTH NET LIFE INSURANCE
COMPANY,

Respondent.

File No. OSC-2008-00005,

- STIPULATION AND WAIVER

~ Respondent, HEALTH NET LIFE INSURANCE COMPANY (“HEALTH NET”), and

the California Department of Insurance (“D.eparunen,t”), stipulate as set forth herein:

L. Respondent HEALTH NET holds a Certificate of Authority to transact the

business of life and ciisability insurance in the State of California, pursuant to §700 et seq. of the

California Insurance Code'; and,

! Unless otherwise stated, all references are to the California Insurance Code.

Stipulation'& Waiver
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2. Respondent, FEALTH NET, is domiciled in California and is a subsidiary of

Health Net of California, Inc., which is a wholly owned subsidiary of parent cbmpany Health Net,

Inc.; a Delaware corporation; and

3. On 'O}.‘ about Janvary 2005, the Department corlnmenceld a. Market Conduct
examination of HEALTH NET’S claims practices and .pmcedu:rcs in California during the period °
of December _1, 2003 through Novambeé 30, 2004. Tl'w exarination reviewed claims files and
related records involving G*roﬁp and Tndividual Preferred Ifrovidcr Organization products and.
Group and Individual life insuyrance products; and examined guidelines, policies and procedures,
tram:ning plans and forms adopted by HEALTH NET for use inCalifomiz':l to determine thther
HEALTH NETS claims denials and claims handling practices cqnformed to coniractual
obligations and apphcable law; and, |

.4. The Depamnent s public report of the Market Conduct Examination as of

November 30, 2004 ‘identified, pursuant to Callforma Insurance Code §735.5, the alleged manner

- and extent of noncompliance with California Insurance Code §790.03, other provisions of the

Insurance Code, and the Fair Claims Setl:lemt;nt Regulations 'contamed in Title 10, Chapter 5,
Subcha.pter 7;5 of the California Code of Regulations, commeqcing with §2695.1; and,

5. The Deparfment's Claims Services Bureau also invcstiéated consumer complaints,.
pursoant to Ca]jfornial Insurance Code §735.5, Icceivcd by the Depariment from 2005 through
2007 regarding HEALTH NET’S claims handling aﬁd rescission practices. Based on its |
mvestigation, the Department identified a significant number of alleged violations of California
Insurance Code §790.03 and/or the Fair Claims Settlement chulaﬁ(-)ns, and other provisions of
the Insul.'ance Code; and,

6. In Apﬁl 2008, tre Department’s Field Claims Bureau commenced a targeted

examination, pursuant to California Insurance Code §735.5, of HEALTH NET’S rescission

Stipuiation and Waiver -2~
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practices and related claims setflement practices during the period from 2004 fhrough February

9008 {nvolying Individual and Family Plan Preferred Provider Organization health insurance

. products written in California. The examination included a review of a sample of rescission files

and related suppoﬂing records, personnel records, guidelines, policies and procedures, training
ymamuals and forms adopted by HEALTH NET for use in California to determine HEALTH -
NET’S conformance with contractual obligations and applicable law; and

7. Based on 2 preliminary and limited review of a sample. of rescission files and

related records, the Department identified alleged violations of provisions of the California

Insurance Code in the rescission practices and related claims gettlement procedures of HEALTH

NET; and,

) On or about Angust 14, 2008, the Deparﬁncnt caused to be served upon HEALTH
NET an Order to Sho'w Cause, Accusation, Nofice of Noncompliance, and Demand
(“Accusaﬁoﬁ”) “In, the Matter of the Certificate of Authbritsr of HEALTH NET LIFE
]NSUR.ANCE COMPANY, Respondent,” File No. OSC-ZOOS-OOOOS, incorporated herein by
reference, Said Acéusaﬁon alleged, inter alia, that HEALTH _NET engaged in violations of
California Insurance Code §§790.03, 790.06, §700(c), 704(b}, 796.02, 7 96.04, 10113, 10123.13,
10123.131, 10380, 10381.5, 10384, and the Fair Claims Setl:lément Regulations; and,

0. HEALTH NET and the Department, in order to avoid the expense, uncertainty and
distractions of litigation, and without HEALTH NET admiiting the allegations set forth herein
and in the Accusation referenced herein, have undertaken discussions to resolve the issues Iin this
proceeding and iow wish to resolve those issnes without the need for a hearing or firther .

- deminisizative action. Therefore, by fhis Stipulation and Waiver, HEALTH NET waives any and

all rights to a hearing in this matter, and any and all other rights related to this proceeding which

Stipulation and Weiver -3-
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may be accorded j:ursuant to Chapter 5, Part i, Division 3, Title 2 (commencing with §11500) of
the California Government Code, and by the California Insurance Code; and,

10. ThlS Stipulation and Waiver does not constityte an admission of lability, vmlauon
or wrongdoing by HEALTH NET and HEALTH NET exprcssly demes any liability, vzolauon or
wrongdoing; and,

. 11’. HEALTH NET'agrecg to and shall cease .'_:md desist from engaging in any acts or
practices in the business of life and‘ disability insurance ﬁat coﬁstitute unfair methods of
competition and unfair and deceptive acts or practices within the meénmg of California Insurance
Code §§750.03 and 790.06; and,

12. HEALTH NET agrees to and shall cease and desist from engaging in any acts or
practices in the busiﬁess of life and disability insurance in violation of California Insurance Code
§§700(c), 704(b), 96 02, 796.04, 10113, 10123.13, 10123 131, 10380 10381.5, and 10384; and,

13, HEALTH NET agrees io and shall pay, w1t1n11 twemy (20) business days after - .
receiving an invoice from the Cahforma Department of Insurance, Division of Accounting, the
amount'of three million six hundred thousand dollars ($3,600,000) to the California Department
of Insurance as & monctary penalty pursuant to Califo;nia Insﬁ;a:llce Code §§790.035 and 12976
upon written Ozder of the Insurance Commissioner to be made and ﬁled herein and without
further notice to HEALTH NET. In addition, HEALTH NET aclmowledges that the Department |
will oonduct a follow up exammahon to verify that HEALTH I\TET has timely and substaniially

implemented its corrective actions described in paragraph 24 hereunder, Upon completlon of the

follow up examination, if the Department determines that HEALTIH NET fajled to subsiantially

and timely implement the corrective actions, the Department may impose an additional monstary
penalty, proportional to the identified deficiencies, if any, of up to three million six hundred

thousand dollars ($3,600,000); and,

Stipulation and Waiver ]
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14, HEALTH NET agrees to and shall pay, within twenty (20) business days after
receiving an invoice from the California Department of Insurance, Division of Accounting, the
amount of ﬁﬂj} thousaﬁd dollars ($50,000.00) 1o the California Department of Insurance for

reimbursement of attorney’s fees and costs, pursuant to California Insurance Code §12921, upon

written Order of the Insurance Cornmissioner to be made and filed herein and without further

bl

notice to HEALTH NET; and,

15. HEALTH NET agrees o and shall offer, ona voluntary Basjs, 1o each FORMER
INSURED, as deﬁnéd belovg, an offer of health insurance coverage going forward on a
guaranteed issue basis. Said coverage shall be subject to the following terms, conditions, and
rééﬁictions:

(1)  “FORMER INSURED,” for purposes of this Stipulation and Waiver, is
defined as an individual who was forn:te.rly insured with HEALTH NET u;:xder an
Tndividual and Family Plan Preferred Provider Orgﬁzaﬁon (“PPO7) health
insuraﬁce policy written in California that was rescinded between January 1, 2004
and August 15, 2008; and,

(b)  The offer fo sell to FORMER INSUREDS Individual and Family Plan PPO
.coverage going forward will not require medical undeﬁvriting; and,

(¢}  The offer fo sell to FORMER INSUREDS Individual and Family Plan PPO
coverage goiﬁg forward Will waive exclusions for pre-existing conditions; and,

@  The offer to sell to FORMER INSUREDS Individual and Family Plan PPO
coverage going forward will be for coverage that is most comparable to the
FORMER INSURED’S résc‘mded policy; and,

(6) - The offer to sell o FORMER INSUREDS Inciivichial and Family Plan PPO

_ coverage will not include FORMER INSUREDS who were already reinstated or

Stipulation and Walver : -5-
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have current coverage with HEALTH NET or an affiliate, or have entered into or

are otherwise bound by a settlement with HEALTH NET e garding claims arising

from rescission of the FORMER INSURELD''S health insurance pelicy; and,

()  The offer to sell to FORMER INSUREDS Individual and Family Plan PPO

‘ coverage going forward will be open for aninety (90} day period from the

conﬁrmeci date of delivery of the notice referred to in paragraph 19; and,

(g). . Notwithstanding subsection (f) above, the offer to sell to FORMER

INSUREDS Individua] and Family Plan PPO coveragé going forward, under the.
saine terms, conditions, and restrictions identified in this paragraph 15, will be
open to FORMER INSUREDS who were not contacted by HEALTH NET despite
HEALTH NET’S commercially reasonable search efforts as set forth in paragraph
19if acceﬁtance of t;ae offer By a FORMER INSURED is’ received by HEALTH
NET on'c.:r before May i.5= 2009; and, |

6y T]:ile‘offer to sell such Individual and Family Plan PPO coverage to a
FORMER INSURED and continuation of such coverage is cc;nditioned on each
FORMER INSURED meeting all non-medical underwriting eli gibility -
requi;ements including, by way of exémple, residence in a geo gapﬁc area of
Califoﬁﬁa where HEALTH NET has a substantial PPO net‘;v‘orlc, age limits for
insureds and dependents, and payﬁaent of the applicable premiums going forward,
and, 7 .

@ The cffective date of health coverage uﬁder tlﬂs volu.ﬁtary -offer will be the

first day of the month following HEALTH NETS receipt of s FORMER

- INSURED?®S first month premium; and,

- Stipulation and Waiver ' 5-
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G) " HEALTH NET will not require FORMER I‘i\.TS[.JREDS who accept this
yohmtary offer of health coyerage on a guaranteed issuc.basis without medical
uﬁdei'writ_il_lg fo execute a rpleéise of any and all claims against HEALTHNET as a
condition of acceptance of this offer. Eicept as provided in paragraphs 16 and 17
heréin, FORMER IN SUREDé who rec;eiVe and/or accept the voluntary offer of *
health insurance coverage on a guaranteed issue basis may pursue anyllegal
remodies of claims available to them against HEALTH NET; and,
(k)  Notwithstanding anything contained in this Sﬁpulation and Waiver to the
wnﬁ@, HEALTH NET may, at its sole option, and at no expense 10 the |
' FORMER INSURED, reinstate the FORMER INSURED? S.r'e_scinded_ healﬂl
insurance policy for all or a-portion of the Rescinded Coverage Period andfof Gap
Peﬁod. In the_évent ;ghat HEALTH NET elects to reinstate the FORMER
IN SURED’S rescinded Thealth insurance policy, such reinstatement shall not affect
the right of 2 FORMER INSURED to receive an offer of health insurance going‘ _
forward on a guaranteed issue basis, without medical underwriting, or the offers as
provided in paragraphs 16 and 17; and,
16,  Subyj e‘ct 1o the conditions and Jimitations set forth in this paragraph 16 with respect
10 ﬂ1ermedi;:a1 expenses subject to reimbursement, HEALTHNET agreesto and shall oﬁ'er, on é
voluntary basis, o reimburse each FORMER INSURED for, or hold each FORMER INSURED
harmless fro;rn, only those medical expenses described herein. Reimbursement of medical |
expenses shall be I an améu_nt eqﬁal to all medical‘expenses for medically necessary medical
services that would have been coﬁerec'l‘ under the FORMER ]NI’SURED’ q rescinded HEALTH

NET Tndividual and Family Plan PPO health insurance policy as set forth in paré.graphs 16 (a), (d)

" and 16(e) below that were received during the Rescinded Coverage Period (which runs from the

Stipulation and Waiver ~7-
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effective date of the ongmal rescinded health msuranoe poliey to the date upon which the
rescission of that policy was foBOtIVB) and the. Gap Period (which runs from the end of the
FORMER INSURED’ § Rescinded Covcrage Period through ’ghe, confirmed date of delivery of the
notice to the address identified through HEALTH NET’S co1mncrcia;lly reasonable efforts |
pursuant to paragraph 19). .I-IEALTH NET may fully satisfy ﬁts obligation to reimburse a
FORMER INSURED for those unpaid medical expénses described herein by holding the
FORMER INSURED harmlcss from such medical expenses, and references herein to.
re_:unbuxsemcnt of rnedwa! expenses shall be interpreted to 1nclude the optmn by HEALTH NET
10 holci the FORMER INSURED barmless from such medical expenses. Such reimbursement of
or holding harmless from medical expenses shall b.e subject to the following: |
()  Medical expenses of a FORMER INSURED shall include paid out-of-
.p{.)cket medica) expenses and medical expenses that were incurred and are owed
but not yet paid by the FORMER INSURED for medically necessary medical
services that‘ (1) were provided to the FORMER INSURED during the Rescinded
Coverage Period and the Gap Period, (2)"w0u1d have been covered under the
FORMER. I'NSURED’ S rescinded HEALTH NET Individﬁal and Family Plaﬁ
PPO healih insurance policy, and (3) that are not covered oT relmbursed by any
third party payer, health care sexvice plan, insurance company contlact OT a8
otherwise provided in paragraph 16(e) below; and,
(6)  This offer of reimbursement of mecical expenses is an option that is in
addition to, and separate from, HEALTH NET"S offer to sell a FORMER
INSURED Individual and Family Plan PPO coverage as described in paragraph
15. HEALTH NET will not require acceptance of the voluntary offer of such

health insurance coverage going forward as a condition of acceptance of the offer

Stipulation and Waiver o 8-
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of reimbursemeit of medical expenses. Except as provided in paragraph 15(g),

" fhis offer of reimbursement of medical expenses shall remain open for ninety. (90)

days from the conﬁrn‘lled date of delivery of the notice referred to in paragraph 19;
and, | |

(c)  Any claim for medical expenses shall be subject to reasonable
docmnentaﬁon requirements; and,

(dy Reﬁhbutsable medical expenses shall include only those expenses for
medical services that were medically necessary covered s~ervi'ccs under the
FORMER NSURED’S rescinded HEALTH NET policy and do pot include any
applicable co-payments, Coinsurance, deducﬁblg amo'l;nts, or.any other expense
that would have been the responsibility of the FORMER INSURED under the

FORMER INSURED’S. rescinded HEALTH NET Individual and Family Plan

_'PPO health insurance policy; and,

(&) Reimbursement of medical expenses ghall not include any medical
expenses covered or reimbﬁrsed by any thud party payer, health care service plan,
insurance company contract (including, but not limited o, any applicable’
disability, wotkers’ compensation, group, individual, or.employer self-hﬁurance
coverage) or charges covered or reimbursed by the proceeds of any judgment or
settlement, and/or charges that a FORMER INSURED did not pay out-of-pocket
énd are waived, released, discharged, barred, settled or otherwise no longer
'collcctible by the medical proyider at issue (ilicluding the medical provider’s
agents and assigns); and, |

D This offer to reimburse medical expenses is conditioned upon a settlement

and full release by the FORMER INSURED of all disputes and claims arising

Stipulation and Waiver ' -9-
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from the rescission of the FORMER INSURED’S original HEALTH NET health

insurance policy; and,

(g In ihe event 2 FORMER INSURED submits a request for reimbursement
of medical expenses, HEALTH NET shall either meke a written offer to reimburse
all applicable medical-expenses within sixty (60) days of receiving a written claim
for all applicable medical expenses from a FOMR INSURED that includes
reasonable documentation supporting the claim, such as invoices and cancelled
checks, or dispute the claim on the basis of (1) m;:dical necessity,(2) the scope of
coverage, and/.or (3) the amount of the claim, HEALTH NET shall not é,ssert the
yalidity of the rescission as a defense. HEALTH NET may request authorization
from FORMER INSUREDS for the release of medical records and bills to verify
the:claims; and, |
(h)  Ifa FORMER INSURED disputes HEALTH NET’S determination of
medical n‘ecessity, the FORMER. INSURED may elect eithér of the following two
aptions, in his or her sole diécretion: : ‘

(1) AFORMER INSURED may decline o fo_llow. ’fhis’proces's and may
pursue any legal remedy for any and all claims, in which event HEALTH NET
retains the right to assert any and all defenses tc any claim, including but not
timited to, the validity of the rescission, statute of limitations and whether the

claim would have been covered under the rescinded HEALTH NET bealth

insurance policy; or

) The determination of medical necessity shall be immediately

referred to an Independent Medical Review Organizatioh for review, pursuant to

Stipulation and Waiver ~10-
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California Insurance Code §§10169.2—10169.3 . The cost of the independent
medical review shall be paid by HEALTH NET.
(i) If a FORMER INSURED disputes HEALTH NT.?T’S determination of the

scope of coverage or the amount of the proposed reimbursement offer, the -

" FORMER INSURED may clect either of the following two optiens, in his or her

sole 'discretion:

(1) - AFORMER INSURED may decline to follow this process and may

. pursue any legal remedy for any and all claims, in which event HEALTH NET

retains the right to assert any and all defenses to any claim, including but not

limited to, the validity of the rescission, statute of limitations and whether the

claim would have been covered under the rescinded HEALTH NET health

insurance pchcy, or

(2) AF FORMER INSURED may resolve the dJspute with respect to the |

. scope of coverage or reimbursement ‘of medical expenses 1hmugh an expedited

proceeding that shall be conducted by a JAMS arbitrator, subject to the rules
described in paraéraph 17, except ﬂiat the only issues to be determined shéll be the
scope of coverage and the amount of 1eu11bu1sement of 1nedlca]ly necessary
covered medical expenses during the Rescinded Coverage Period and the Gap
Period as déscribed in this paragraph 16. The proceeding shall be subject to the
following rules:

i HEALTH NET shall not assert the validity of the rescission as a

| defense; and,

i The arbitration proceeding shall be on the basis of & written record

without personal appearance of any party. The record shall consist of evidence of

Stipulation and Waiver : ~11-
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paid out-of-pocket medical expenses and medigal expenses owed but not yet paid

by the FORMER INSURED for medically necessary covered medmal services

" under the rescmded HEALTH NET health insurance pohcy that were prov1ded

during the Rescinded Coverage Period and ths Gap Period, and that were not

rcu:nbursed ot covered by any third party. Both parties shall have the right to

. submit additional wﬁtcn statements and matenals No discovery shall be

pclmitte_:d except that HEALTH NET may obtain FORMER INSURED’S medical
records and bills for he purpose of verifying claims; and,

1ii HEALTH NET shall pay the tost of the arbltratm Any award shall

be 11mned to reimbursable medical expenses specified in paragraph 16 and shall

~ resolve all claims arising from the resc1ss1on of the FORMER INSURED*S

orlgnlal rescinded HEALTH NET health insurance pelicy; and

iv The arbitration decision shall be final for both parties and shall be
conditioned upon a full and complete release of HEALTH NBT of all disputes and
“laims arising from fhe rescission of the FORMER INSURED"S original health
insurance policy; and, |

v.  Inthe event that an a\#a;rd is based upon unpaid médically
necessary covered medical expenses owed by & FORMER INSURED to a p1ov1de,1
for medical services prowded prior to Angust 15, 2008 that are not paid, covcred
or 1'eimbursed by auy third party, the arbitration decision shall provide that

HEALTH NET shall, in its sole discretion, have the right to resolve any such

_ unpaid medical expenses d:rectly with the billing pr ovider in which event

HEALTH NET shall hold the FORMER INSURED ha.rmless ﬁom any such

unpaid medical expenses and deduct the amount owed by the FORMER

Stipulation and Waiver ~12-
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17.

INSURED from the award. Tn the event HEALTH NET resolves any unpaid

medical expenses directly with the billing provider and holds the FORMER.

INSURED harmless from any such unpaid medical expenses, such action by,

HEALTH NET shall satisfy fully HEALTH NET’S obligation w;der this

Stipulation and Waiver to reimburse the FORMER INSURED for such unpaid

' medically necessary covered medical expenses owed by the FORMER INSURED

1o such provider; and,

As an alternative to the option described in paragraph 16, HEALTH NET agrees to}’

and shall offer, on a voluntary basis, an expedited dispute resolution process, conducted by a

JAMS arbitrator, to resolve all claims of the FORMER INSURED for damages recoverable in an

action at law or equity arising from the rescission of the FORMER INSURED’S original

HEALTH NET health insurance policy, including medical expenses. This proceeding is subj edt

1o the following roles:

(8)  This offer of expedited ‘dispute resolution of all claims is an option that is
not available .to FORMER INSUREDS who elect to accept the offer of
reimbursement of medical expenées as described in paragraph 16; and,

(b)  The arbitration shall be administered by JAMS pursuant to its
Comprehensive Arbitration Rules and Procédures, subject to the modifications in
this Stipulation and Waiver; and,

(c) HEALTHNET shall pay the cost of the arbitrator; and,

(d)  The arbitrator shall be selected randomly by JAMS from a group of six

arbitrators who are mutually agreed upon by HEALTH NET and the Department.

" Such arbitrators shall follow applicable California law, including the California

Insurance Code and implementing regulations, and shall periodically consult with

Stipli]ation and Waiver -13-
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each other fo ensure consistency in decision-making, The arbitration proceedings

shall be held in Sacramento, San Francisco, Los Angeles, or San Diego, whichever

location is more convenient o the FORMER INSURED; and,

| &) Undel this ophon to resolve all claims of the FORMER INSURED for

'_damages arising from the rescission of the FORMER INSURED’S orlgmal

HEALTI—I NET health insuracce policy, HEALTH NET has the right 1o assert all

_defenses to any claim including, but not limited to, the validity of the rescission, .
_ statute of limitations and whether the claim would have been covered vinder the

rescinded HEALTH NET health in_suiance policy; and,

0] 'The' form of the decision will be a brief statemeﬁt of whether the rescission
was lawful or unlawful, the type of damages (if any), and the amount of damages
(if any). In the event that an awerd is based upon unpaid medically necessary
covered medical expenses owed by a FOR_MER.»IN_SURED to a provider for
medical services provided prior to August 15, 2008 that were not paid, covered or
reimbursed by any third party; the arbitration decision shall provide tﬁét HEALTH

NET shall, in its sole discretion, have the right to resolve any such unpaid medical

_ expenses directly with the billing provider in which event I—]]EALTH NET shall

hold 111e FORMER INSURED harmless from any such unpaid medical expenses
and deduct the amount owed by the FORMER INSURED ﬁom the award. In the
event HEALTH NET resolves any unpaid medical expenses divectly with the
billing provider and holds the FORMER ]NSURED harmless from any such
mnpaid medical expenses, such action by HEALTH NET shall satisfy fully

HEALTH NET*S obligation imder this Stipulation and Waiver to reimburse the

Stipulatibn and Waiver -14-
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FORMER INSURED for such mmpaid medically I.mc;essary covered medical
expenses owed by the FORMER INSURED to such provider; and,

(g)  The arbitration decision shall be fnal and binding on both partics, subject
{o judicial enforcement in accordance with Califor;ﬁa Code of Civil Procedure
§§1285 et seq.; and shall be conditioned upon & full and complete release of
HEALﬁ"H NET of all d{sputcs and claims arising from the rescission of the
FORMER NSMD’S original HEALTH NET bealth iJisuranc;:: nolicy; and,

18. 'HEALTH NET shall report to the Department, on 2 monthly basis, bcgﬁmiﬁg
ninety (9 0) days after the date of the Order adopting this Stipulation, the following information:
the name, last known address, {ast known telephone number (if zvailable), and pohcy mamber of
gach FORMER INSURED ag described herein. Each monthly report shall also contain a

summary of the nnmbcr of FORMER INSUREDS who accepted the offer of health insurance |
coverage going forward on a guaratiteed issue basis and the number of FORMER ]NSUREDS
who did not accept the offer of health ingurance coverage on & guaranteed issne basis; and the
mumber of FORMER INSUREDS who accepted the offer of reimbursement of medical expenses
and the total dollar amount of reimbursed medical expenses subj ect. to thi§ Stipulation and Waiver
and the date of the expected payment of such medical expenses; and the number of FORMER
INSUREDS who atcepted the offer of expedited dispute resolution of all claims and the total
dollar amount of arbitration awards as an ovtcome of such proceedings; and,

19.  HEALTH NET shall use its commercially reasonable efforts to contact eligible
FORMER INSUREDS to make the voluntary offers set forth herein, commencing no later than
ninety (90) days from the date of the Order.adopting this Stipulation and Waiver. HEALTH NET
shall provide a reporl to the Department identifying the date and method of gach attempt to

contact eligible FORM'ER INSUREDS Commercjally reasonable efforts to contact eligible

Stipulation and Waiver -15~
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‘apphcable Cahforma law upon establishment of an independent third party review process

FORMIER INSUR.EDS shall GODSISt of notification of the voluntary offers by overpight or
certified mail or pnvate delivery servme with confirmation oi' delivery to the last known address,
use 01' an mdependent search serwcc to locate the current address of I“ORI\{ER INSUREDS, and
notice and publication of information regarding the settlement on HEALTH NET"S website; and,

20. . HEALTH NET shall exercise its‘ commercia]ly reasonable efforts to issue and send
payment for reimbursement of medical expenses to FORMER INSUREDS who accept the |
Vblmltarf offer described in paragréph 16 within thirty (30) days of the date of the final rqsolution
of the F TORMBR INSURED’S claim for rembursement of medical expenses, and shall complete
the nffel 1o reimburse medical expenses the expedned dispute resolution process and the-
reimbursement of medicai EXpenses as §00n as is reasonably possible, and in no event later than
one year from the date. of the Order adopting this Stipulation and Waiver; and,

71. HEALTH NET agrees notto rescind any Tndividual and Family Plan PPO health
insurance pﬁlicies issued on or before Angust 15, 2068. After August 15, 2008, HEALTH NET

may rescind Individual and Family Plan PPO health insurance poli;;ies in a,ccordanc.e with

satisfactory to the Department, as descnbed in paragraph 22; and,

22, HEALTH NET agress to and shall establish an independent third party review
process 1o defermine any future rescissions of Individual and Family Plan PPO health insurance
policies. HEALTH NET agrees to and shail work with the Department to establish criteria for the
effective implementation of such process, provided that the Department shall not require-
HEALTE NET to adopt criteria for the implementation of such process thz;J: are contrary to

apolicable law; and,

23. HEALTH NET agrees to and shall institute policies and procedures, as soon as is

_ reasonably possible, to ensure that medical underwriting for Individual and Family Plan PPO

Stipulation and Waiver -16-
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Thealth insurance policies is complete and all reasonable questions arising from the application are

information other than the applicaﬁon (e.z. reviewing HEATLTH NET claim records, pharmacy -
claim records, other insurer claim records, contact with the applicant); and,

24. HEALTHNET égrees _t‘o and shall sybmit a corrective action proposal to the
Departfnent within thirty (30) days of the date of the Qrder adopting this Stipulation to modify the
application form and healtia history questionnaire to ensure the acouracy and completeness of the
application, hnp'rovéments in the underwriting process, improvements in the fraining and
mtegratlon of agent/broker involvement in the application and underwriting proc;ess,
improvements in the notification to policyholders and p10v1de.15 of a rescission investigation and
decision, ilpprowfemeuts in the rescission claims handling and decision-making process, and
improvements in the rescission appeals process. Ata minimum, HEALTH NET*S corrective
acﬁoh proposal shall include those actions contained in paragraph 23 and this paragraph 24 and in _
Attachment A. HEALTH NET agrees to and shall worlk with the Depa:rtrﬁeﬁt to establish |
appropriate criteria for such correctwe actions. HEALTH NET agrees to and shall complete
implementation of the corrective action proposal within one hundred twenty (120) days of the
date the Department appréves in writing the criteria for S\__mh corrective action.

25, * This Stipulation and Waiver résolves fully the matters alleged or arising out of the
Market Conduct Examination, dated as of November 30, 2004, the matters alleged or arisin.g out
of the consumer complaints against HEALTH NET from 2005 through 2007 regarding claims
handling and rescission practices, and the allegations in the Accusation (File No. OSC-2008-
00005) or atising out of the targeted rescission examination of HEALTH NET specified in

paragraph 6 hereof and any report of examination issued by the Departiment as a result of such

targeted rescission examination.
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26. HEALTI—i NET and the Deﬁarlment agree that this Stipulation end Waiver is |
intended to be a complete and final resolution of the issues and allegations referenced in
paragraph 95 and the Accusation and no further action will be "brought against HEALTH NET
based upon the matters referenced in paragraph 25 and the allegations contamed in the
Accusation, provided, however, that neither this Stipulation and Waiver nor the 01 der approving
this Sﬁpulation and 1's.)\/"ajver are in any way intended to Titnit or waive the Commuissioner’s
anthority to bring further disciplinary action against HEALTH NET for alleged violations of
California law aﬂsing from acts or failures o act not referred tp in either paragraph 25 or the
Accusauonl and, |

27.  Nothing contained in this Stipulation and Waiver or the Order approving this
Stipulation and Waiver shall prevent the Department from taking action at any time to enforce
this Stlpula‘tmn and Waiver or the Order approvmg this Stlpulatlon and Waiver if HEALTH NET
is not in compliance with the ferms and conditions of the Stipulation and Waiver and/or the Order
approving this Stipulation and Waiver, and,

28.  The Insurance Commissioner retains jurisdietion to ensure that HEALTH NET
complies with the provisions and terms of this Stipulaﬁoﬁ and Wajver and/or Ol‘dﬂl‘ approving
this Stipulation anci ‘Waiver; end,

29. HEALTH NET represents and Wa-rrants that the persons exceuting this Stipulation
and Waiver on behalf of BEALTHNET afe' authorized.te enter into and execute ﬂﬁs Sﬁpulation .
aed ‘Walver; and, |

30. HEALTHNET ae]alewiedges that California Insurance Code §12921 requires the
Tnsurance Commissioner to appreve the final settlement of this matter. Both the settlement terms

and conditions contained herein and the acceptance of those terms and conditions are contingent

Stipulation and Waiver . =18-
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upon the Commissioner’s approval, which shall be evidenced and memorialized by the issuance

of the Order provided for herein.

31 This Sﬁpulatibn and Waiver is a compromise within the meaning of Califortia

Bvidence Code §§1152 and 1154

Dated: Angust IS5 2008

i
i

I
.
Dated: August [ 2008

Stipuiation and Waiver

HEALTH NET LIFB INSURANCE COMPANY

 Sigoed:___|\ p A VAT

Name: J m ¢ \Wolis
~—r ]
Title: /PVe&S‘ldﬂ\-l-

CALIFORNIA DEPARTMENT OF INSURANCE

Mary Shulman - ‘
Qeniof Staff Counsel
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ATTACHMENT A

UNDERWRITING AND RESCISSION PROCESS IMPROVEMENTS

' I_Inderwritin.g and other Front-End Improvemenis:

Application form has been and is being improved to highlight importance of

- complete and accurate completion of the medical questionnaire, and the potential

>

risk to the applicant (rescission risk} if there is a failure to do s0

Application has been enhanced with. more time limitations on medical questions,
e.g. “During the past 12 months, have you had . . .” o '
We have instituted the use of separate medical questionnaires fox each person for
whom coverage is sought in the application, to avoid confusion and increase

. completeness. All such medical questionnaires, once completed, are to be

attached to the application to which it relates.

We have institited the policy of requiring review of the-applicant’s priof claims
history with Health Net if the applicant had previously been a Health Net member

% We have materially increased the number of written policies and procedures to

‘document the role of the underwriter, the means of reviewing the medical
questionnaire, the circumstances under which supplemental questionnaires will be
sent to the applicant, the circumstances imder which external informatien, such as
from providers, will be required. '

Application form is being evaluated for improved clarity, and to ensurs an
appropriate balance between ease of understanding for the applicant and our need
for detailed information in order to falfill our vederwriting responsibility

Evaluate requiring greater disclosure of recent providers who have treated the
applicant, in order to increase the Plan’s ability to secure medical information
from the provider : o

Evaluate the circumstances under which the plan should request additional
information from applicant and/or providers and/or third parties (such as
databases that contain medical and pharmacy information, i.e. policy of greater
intensity of review based on such factors as revealed medical history, age, gender,
etc.) . . ,

Greater participation of medical directors or others with clinical experience in the
evaluation of the medical questionnaire and revisions thereto, and of applicant’s
responses if ambiguous.

We are evaluating how to increase the communication to the applicant of Health
Net’s language assistance services, 80 {hat mote applicants access that service to
overcome weakness in English language skills and 1o address the applicant’s
concerns about medical and other questions.

Develop an application checklist as an aid to the applicant in filling out the |
application. This document would also offer an opportunity to communicate the
availability of language assistance services and remind the applicant of his/her
responsibilities to complete the application accurately and the possible
consequences of not doing so.



. % Tor broker-involved applications and those received on-line, we are considering
sending the application to the applicant directly for attestation of the accuracy of
the application, to better identify inappropriate broker involvement in completing
‘the application.” - : - - S

» Develop a broker checklist to reiterate the Timits of the broker’s assistance in the
process of corpleting the application, alert the broker that Health Net has a
language assistance service to avoid the broker’s language assistance which may
not be as accurate. . ,

> Improve the appli cation by requiring the broker 1o complete a more detailed
portion of the application, which would include an attestation that the broker has
not assisted in the completion of the application in a manner inconsistent with the
Plan’s policies, and a more detailed description of the manner in which the broker
has assisted the applicant, if at all. ‘ ‘

 We are considering developing anu ber of training tools. For example, we have

. a broker newsletter which is e-mailed on a monthly basis. We have decided o
place “compliance” articles in the newsletter on a periodic basis, which wilk
educate brokers on such things as Health Net’s restrictions on broker

- jnvolvement, our language assistance services, legal and regulatory requirements

and restrictions as to broker activity, recent case law and regulatory actions on
rescission-related issues. Further, we are considering how to provide periodic
training to both our internal underwriting staff and outside brokers.

$ At the time of delivery of the EOC document with application aftached, we are

. considering including a letter asking the applicant/enrollee to review once again
the completeness and accuracy of his/her application, and the potential
consequences of a material inaccuracy. :

> ‘We are evaluating how to implement a process for internal evaluation of
underwriting, rescissions and related decisions s0 as 10 better assure consistency,
detect problems and failures to follow policies and procedures, and identify

_ improvements that can be made prospectively.

Rescission Process Improvements: :

» We have developed more comprehensive written policies and precedures as 1o

identification of pre-existing conditions, inquiries and investigations of potential
. rescissions o

» We have speeded up the process of investigation so that a rescission decision is
reached more quickly, reducing the period of uncertainty for enrollees, providers
and the Plan - : '

» We have instituted an early letter process under which the enrollee is notified
upon commencement of an inguiry, thus affording the enrollee the opportunity to
provide the Plan with information helpful to the enrollee.

 ‘We have established a rescission review committee, which includes a medical
director and a member of the customer service department, which must meet and
decide unanimously that a rescission is appropriate. The membership of this
commitiee does pot include the nvestigating underwriter(s).



Post-Rescission Process Improvemenis: ‘ ,

> We have better integrated our rescission appeals process and the standard
Grievance and Appeal process. ' ' .

- We have established a-rescission appeal commitiee, which includes a medical

. director and a member of the customer service dep artment, which must meet and

decide unanimously that a rescission decision will be upheld. Otherwise, the
rescinded member will be reinstated. This committee has completely different
membership than the rescission review cor ittes. :

> We are evaluating how to improve communicating to arescinded member the
availability of both the grievance process in the Plan and the complaint process of
the DMHC"s Help Center. :

Third Party Review: :

> Since the recent decision in Bates v. Health Net, the Plan has announced that it is
suspending rescissions pending several improvements, including the identification
of a third party review organization. We are in the process of making that '
identification. _ '

% THealth Net has generally supported the development of a third party review
process to improve the credibility of rescission decisions, and allow the rescinded
member to benefit from an independent organization’s objective evaluation.



